Review of contract farming and technological capability towards poultry business performance in Malaysia by Ariffin, Ahmad Shabudin et al.
Institute for Management and Business Research (IMBRe) 
2nd National Case Study Conference (NCSC) 2015 
434 
 
REVIEW OF CONTRACT FARMING AND TECHNOLOGICAL CAPABILITY 
TOWARDS POULTRY BUSINESS PERFORMANCE IN MALAYSIA 
 
1














This study seeks to address how technology capability impact on poultry contract farming 
business performance? The paper draws on various perspectives to seek relationship between 
technological capability and poultry business performance (both new product development 
and overall business performance). A conceptual framework is formulated to investigate 
these relationships in general and in various contexts, which is believed more important and 
useful for businesses to manage their technological capability more efficiently. The 
developing body of literature accompanying with contract farming will be examined its 
importance and associations between a number of variables in order to improve a better 
considerate on being involved in contract farming and husbandry in general. Technology 
capability of contact farming is an important element to the successful implementation of this 
farming method in poultry production. Thus, it is substantial to draw attention to the factors 
that affect poultry producers’ participation in contract farming and its implications to 
programme development schemes. This proposes concept would be useful for future 
directions to further examine the determinants of technology acceptance of contract farming.    





The broiler industry in Malaysia has two types of producers. It comprises commercial farms 
and conventional farms. Commercial farms that run business on contract farming basis with 
integrator and conventional farms those belong to independent entrepreneurs. The contracting 
scheme is therefore more likely to be sustained by its ability to support entrepreneurs than it 
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is by its ability to produce highly competitive products. In 2009 there were 3,300 farms in 
operation carrying a standing population of nearly 186 million broiler chickens: comprising 
22.9% of large farms with more than 50,000 broilers per cycle, 26.2% medium scale farms 
carrying 20,000-50,000 broilers per cycle, and remaining small farms with 20,000 broilers or 
less per cycle. Only 9% of local production was used for further processing. However, 
processers are increasingly getting supplies from cheaper imported poultry meat for value 
added processing. In fact, most of poultry meat supplied for processing is from imports. The 
main challenge facing the industry now is to remain competitive: prior to (WTO) and 
(AFTA), the broiler industry was highly protected through import bans. 
 
Among all economic activities, agribusiness is developing rapidly worldwide, stimulated 
mainly by the increase in the population and higher demand for food. Agribusiness studies 
have been the focus of academic research for quite a long time. However, those studies 
usually have used a theoretical background, connotations, frames of reference and 
methodologies slightly different from those used in the research on Supply Chain 
Management (SCM). Although there is extensive research on the business performance of 
manufacturing companies in the developed countries, there is limited empirical information 
about it in Malaysia.  
 
This study attempts to address how technology capability impact poultry contract farming 
business performance? General approach of this research is quantitative; the research will be 
conducted in Peninsular. The responding companies’ background information will be 
analysed, followed by statistical analysis of the data and discussion of the results with regards 
to the hypotheses testing. 
 
 
Problem Overview  
 
Broiler contracting involves the use of improved and standardized technology and production 
practices. This involves supply of inputs, close contact and training of the contract grower. 
Protecting this investment (in inputs and training) requires that default by growers and 
turnover in their ranks should be minimum (Key & Runsten, 1999). So the process of poultry 
production has crucial variables that need to be addressed empirically. Once poultry 
production became a resource demanding activity, taking place on large farms, technological 
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advancements became the most viable manner for improving high quality, low cost 
production. The most effective way to decrease costs was to improve feed conversion ratios 
and reduce growth time. Consequently lowering costs of feed grains became the leading 
objective for participants in the sector (Farrelly, 1996). These are a few crucial elements 
related to technological capability in poultry contract farming. 
 
 
SUPPLY CHAIN IN THE BROILER INDUSTRY  
Main players normally have a vertically integrated supply chain, operating as integrated 
producer, owning the majority of all breeding, feed supply, slaughtering and processing 
facilities. They also operate with a wide variety of distribution channels, ranging from super 
and hyper markets to distributors restaurants, wet markets and groceries. 
Vertical production chains consist of a single company controlling all aspects of each stage of 
production. Hatcheries, farms, feed companies processing plants, harvesting team, 
distribution, and markets can all be integrated into a single corresponding supply system. In 
response to shifting conditions in both export and domestic markets, many producers are 
shifting their production further into these types of vertical systems. Moreover, a select 
number of firms control the majority of the market. There is a risk of a few large integrated 






The term “contract farming” generally refers to situations in which a farmer raises or grows 
an agricultural product for a vertically integrated corporation. There are two parties in a 
typical contract farming arrangement: the grower and the company (Integrator). Broiler 
contracts consist of contracting out the growing stage. Integrators recruit large farms 
(growers) to rear broiler chickens for meat according to contractual guidelines. Farming 
contracts can also help growers mitigate risks posed by fluctuations of input prices and 
provide a secure market outlet for their product. The latter is especially important because of 
the limited facilities that process chickens raised by independent farmers. While current 
trends are moving producers toward vertical integration, there remain many farms currently 
under contract or with unused infrastructure from past contracts. Most integrators in Malaysia 
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participated contract farming with growers for broiler production. Consequently, the 
integrators are always involved in every stage of production. While there are key differences 
between contract farming and complete vertical integration (e.g. who supervises over 
important growth stages), most aspects of the supply chain are the same. 
 
 
The Underpinning and Variables 
 
Present customer centered with highly competitive atmospheres, customers are categorised 
by choice seeking, demanding, knowledgeable, and the balance of power has shifted from 
companies to value seeking customers. Thus, managing technological capability for superior 
business performance by way of filling customer needs is even more critical to all businesses. 
Only progressive businesses that create maximum value for customers by deploying 
effectively their technological capability will survive and succeed. These variables are 
derived from the literature on the RBV, dynamic capabilities and organizational learning 
(Amit and Schoemaker, 1993; Henderson and Cockburn, 1994; King and Zeithaml, 2001; 
Mahoney and Pandian, 1992; Peteraf, 1993; Teece et al., 1997; Wernerfelt, 1984). It 
demonstrates the manner in which technological capability affects business performance.  
 
First, by creating and delivering superior customer value, technological capability enables a 
business to meet the demand of customers or even delight customers. Young and Hobbs 
(2002) highlight how technology could play an important role in assessing quality attributes 
at the point of delivery to a firm (instead of later on, or further down the value chain). This 
would be for taste and texture quality (so-called experience attributes) as opposed to process-
based attributes (such as the use of organic methods). Using technology at this earlier stage 
would enable firms to pay farms a greater percentage of income earlier (when a split-price 
schedule is utilised), and reduce the risk of conflict due to disagreement over subjective 
quality standards. However, Young and Hobbs (2002) do not offer any examples of where 
this has been successfully conducted. 
 
The propose research will explain the possibility that contextual characteristics may influence 
the association between technological capability and business performance. Sometimes there 
is ambiguity between having the technology and technology capabilities; these two terms are 
not the same. Having technology only is not enough. Though the company might have ability 
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to buy the technology from other sources; however the capabilities must be developed in 
house. It is imperative that the company must provide on their own initiative to 
systematically accumulate technology capability. On the other hand technology capability is 
the capability to use the technology effectively in order to recuperate the investment made 
and generate profit for business growth.  
 
Due to technological changes, producers and processors focus on certain areas which 
encourage the production of given products. In poultry production, this relates mainly to 
input supply, particularly feed, and marketing of products. Hence, the context of 
technological capability is vital to poultry contract production. 
 
 
Technological Capability  
 
Technological capability refers to the ability to develop and design new products and 
processes and upgrade knowledge about the physical world in unique means, thus 
transforming this knowledge into designs and guidelines for the creation of desired results. So 
they are not only the mastery of technological capabilities, but also the capabilities to arrange 
and increase the full implications of core competencies, combine various types of 
technologies and organise technological resources effectively across firms (Kumiko, 1994; 
McGrath et al., 1995; Torkkeli and Tuominen, 2002; Walsh and Linton, 2002; Afuah, 2002; 
Wang and Lo, 2004b). More specifically, technological capability is a set of portions of 
knowledge that includes both practical and theoretical know-how, methods, procedures, 
experience and physical devices and equipment. It also represents the superior and diverse 
technical assets of a business and is closely related to product technologies, design 
technologies, process technologies and information technologies. Furthermore, technological 
capability requires a profound understanding of scientific principles, as well as the ability to 
create new knowledge, while being different from science in that they are usually implicit in 
experiences and skills (Wheelwright and Clark, 1992; Hayes et al., 1988; Kumiko, 1994; 
Torkkeli and Tuominen, 2002; Fowler et al., 2000; Afuah, 2002). Technological capability, in 
particular, represents an important potential source of competitive advantage and superior 
performance in technologically competitive markets (Nelson and Winter, 1982; Tyler, 2001).  
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In addition, technological capability helps to increase a firm’s ability to recognize and apply 
new external knowledge to continue the competence development, which may result in 
superior performance. Besides, superior technological capability usually enable firms to 
create and deliver innovative products or service in innovative ways that customers may 
value, and thus determine both the overall and new product development performance of a 
firm. As a matter of fact, the role of capability in building advantage has been well 
documented in the literature on the RBV (Barney, 2001a, b; Peteraf and Bergen, 2003) and 
the dynamic capability view. A central premise of RBV is that rival firms compete on 
resources and capabilities (Amit and Schoemaker, 1993; Barney, 1991; Collis and 
Montgomery, 1990; Dierickx and Cool, 1989; Wernerfelt, 1984), and suggests that superior 
resources and capabilities enhance business performance (Barney, 1991). For example, 
empirically, a variety of studies has shown that greater commitment to  R&D investment on a 
persistent basis leads to the development of knowledge-based learning, which is used to 
improve both accounting-based and market-based measures of business performance 
(Bharadwaj et al., 1999; Blundell et al., 1999; Yeoh and Roth, 1999). Technological 
capability, in this concern, can be considered as core capability that provides businesses with 
the means to develop and sell products and services that are valued by targeted customers, 
and manage purchaser relationship more effectively. Previous research findings are mixed. 
For example, in a meta-analysis of 76 studies (Szymanski et al., 1993), the positive impact of 
R&D strength is not substantiated. The uncertain results from previous research make it more 





If organizations cannot measure performance, they cannot manage their business (Kaplan & 
Norton, 1992). This statement summarizes the necessity of performance to measure, and as 
direct consequence, and to evaluate their performance (O'Raily, Wathey & Gelber, 2000). 
Business performance is measured in many different ways such as innovation, profit and 
sales, rate of new product development, customer satisfaction, customer retention, operating 
costs, profitability and return on investment (ROI) (Zack, McKeen & Singh, 2009). Business 
performance is also defined as measurable result of the level of attainment of organizations’ 
goals (Daft and Marcic, 2001) or measurable result of the organization's management of its 
aspects (ISO 1999). In this study, business performance is measured in relations to the supply 
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chain perspective and accordingly uses conventional supply chain measures such as revenues, 





The study need to be analysed and empirically tested the relationship between technological 
capabilities towards business performance (both new product development and overall 
business performance) in the poultry industry. The scope of the research is the Malaysian 
local poultry industry. The content validity will be get opinion from the experts’ namely 
veterinary officers. Besides that the construct reliability will be determined through value 
from Cronbach’s Alpha. Upon completion, the research is expected to be beneficial for 
relevant policy makers’ desire for some empirical evidence on the technological capability 
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